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Abstract 
The paper presents the results of an empirical analysis on the quality of the mandatory disclosure of IAS 36 – impairment 
of assets. The analysis focuses, in particular, on the disclosure of goodwill. 
The aim of the paper is to verify if companies disclose the information required by IFRS on the impairment of goodwill. 
The international financial crisis has lead many companies to recognize impairment losses on goodwill or to verify twice 
(or more) a year whether impairment losses were generated.  The increasing relevance assumed by goodwill in the 
financial statement of companies has led disclosure to become an extremely important issue. IAS 36 defines that 
companies shall disclose, among others, the carrying amount of goodwill allocated to the cash generating unit (CGU), the 
basis on which the unit’s recoverable amount has been determined, the discount rate applied to the cash flow projections, 
etc. Many studies have been conducted on the quality of voluntary disclosure of impairment and the results show that the 
disclosure index is very low. Thus, our paper aims at verifying if, first of all, the mandatory disclosure is shown in the 
notes of the consolidated financial statement. Consequently, an empirical analysis was carried out of the consolidated 
financial statements of the groups listed on the Italian, French, German and Spanish Stock Exchanges and belonging to the 
main indexes of the above-mentioned markets (FTSEMIB40, CAC40, DAX30, IBEX35). The sample is made up of 141 
consolidated financial statements referring to the year 2010.  The methodology of research is based on the use of the 
disclosure index (Botosan, 1997). The results are surprising: they show that the disclosure index is very low and there are 
wide differences between the stock markets analyzed. A question arises from the evidence: why is the quality of 
mandatory disclosure  so poor? Standard setters, practitioners and academics must deal with this topic. 
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1. Introduction 
The paper aims at verifying the quality of the mandatory disclosure of impairment of goodwill in the 
consolidated financial statement under IFRS. The financial crisis has  increased the number of companies 
reporting write-offs of goodwill and has lead investors to focus the attention on the disclosure of  the 
impairment. For example, many Italian large companies wrote-off a part of the goodwill in 2011: Unicredit, 
one of the biggest banks in Europe, Telecom a company leader in the Telco Sector, Seat PG, the Italian leader 
company in communication, etc.. Gu et Al. (2011), established that the root cause of many goodwill write-offs 
is the buyers' overpriced shares at acquisition and they documented that the share overpricing is strongly and 
positively associated with the intensity of corporate acquisitions and the growth of accounting goodwill. The 
fall down of the stock prices of companies listed on the stock exchanges has lead companies to verify the 
presence of impairment losses twice or more a year. 
Thus, the aim of this paper is to verify whether in this context of financial crisis groups listed on the main 
European Stock Exchanges disclose the information regarding the impairment of goodwill that represent an 
important asset of companies. 
Many studies have been conducted on voluntary disclosure (Paul M. et al. 2001, Marston et al. 1981) and 
on the accounting and disclosure of goodwill . With reference to the accounting of goodwill, IAS 38 – 
Intangible assets and IAS 36 – impairment of assets define the accounting rules under IFRS. IAS 38 has 
introduced the abolishment of the goodwill amortization and has introduced the impairment test  at the level of 
a reporting unit. Among all the authors, Powell (2003), provided an international (cross-country) review of 
accounting requirements for intangible assets and Bloom (2009), defined how to account for goodwill in an 
era where the unidentifiable intangible asset is often an entity’s largest value component. With reference to 
disclosure, many studies have been carried out on voluntary disclosure. For example, Khairi assessed the 
quality of disclosure pertaining to the high risk issue of goodwill impairment testing. The results indicate that 
the rate of compliance with the provisions of FRS 36 were very poor and did not reach the expectations of 
accounting standard setters.  
This paper aims at contributing to accounting literature by providing results which have been obtained by 
using disclosure data reported under IFRSs. In particular, referring to IAS 36 and impairment disclosure, the 
objective is to verify if companies show mandatory information in the notes of 2010 consolidated financial 
statement by means of an empirical analysis. Disclosure is very important both for companies (Douglas  W. et 
al., 1991 and Baginski P. et al, 1990) and for investors to permit them to evaluate the reliability of the value of 
the goodwill in particular in this context of financial crisis. The relative significance of financial statement 
recognition and note disclosure is an important issue for accounting regulators, preparers, investors and 
auditors. 
2. Background and question research 
To reach the objectives described the research questions are the following: 
 (Q1) what is the disclosure index of goodwill of the 2010 consolidated financial statement of groups listed 
on the main European continental stock exchanges; 
 (Q2) what is, in detail, all the information disclosed by the groups analysed in the notes of financial 
statements (e.g. if the groups changed the cash generating units in 2010, how  the fair value is determined, 
etc.).  
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3. Data and methodology 
The examined sample is made up of the groups listed on the four most important European Continental 
Union Stock Exchanges (Paris, Frankfurt, Madrid and Milan). 
In order to answer  the above mentioned research question, the sample is reported in Table 1. 
Table 1. Composition of the sample analyzed. 
 Composition of the index Sample analyzed % sample analyzed 
CAC 40 40 39 98% 
DAX 30 30 28 93% 
IBEX 35 35 35 100% 
S&P/MIB 40 39 98% 
Total 145 141 97% 
* The sample analyzed is not the 100% of the entire sample due to a lack of data (e.g. financial statements not available, etc.) 
 
The investigation was based on the consolidated financial statements of the entities belonging to the above 
mentioned indexes and sector. In particular, the data of consolidated financial statements regarding 2010 were 
analyzed. 
With reference to disclosure we have hand collected the  information required by IAS 36 from the notes of 
consolidated financial statements. More in depth, IAS 36 requires that groups disclose the following 
information on the impairment of goodwill: the carrying amount of goodwill allocated to the unit (group of 
units), the basis on which the unit’s (group of units’) recoverable amount has been determined (ie value in use 
or fair value less costs to sell).  If the unit’s (group of units’) recoverable amount is based on value in use a 
group shall disclose a description of each key assumption on which management has based its cash flow 
projections for the period covered by the most recent budgets/forecasts, the period over which management 
has projected cash flows based on financial budgets or forecasts approved by management and, when a period 
greater than five years is used for a cash-generating unit (group of units), an explanation of why that longer 
period is justified. Moreover, IAS 36 requires the indication of the growth rate used to extrapolate cash flow 
projections beyond the period covered by the most recent budgets, and the discount rate(s) applied to the cash 
flow projections. 
In order to rate the groups analyzed by degree of the quality of disclosure provided on the impairment of 
goodwill we have defined an index of disclosure starting from the model defined by Botosan (1997). Thus, if 
an item of mandatory disclosure of goodwill as stated above was present, we  assigned one point. Each piece 
of information was equally weighted and the maximum total of points was seven. 
4. Results 
4.1. Preliminary analyses 
The first analysis is primarily a verification of how many companies have goodwill in their financial 
statement (Table 2) with reference to the stock exchange analyzed (Table 3) and what the impact of the 
amount of goodwill is on total assets and total equity (Table 4 and 5).  
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Table 2. Presence of Goodwill in the sample analyzed. 
Answer N % sample analyzed 
Yes 133 94% 
No 8 6% 
Total 141 100% 
Table 3. Presence of Goodwill in the sample analyzed per country. 
Goodwill France Germany Italy Spain Total 
N % N % N % N % N % 
No of groups 39 100% 27 96% 39 100% 28 80% 133 94% 
Table 4. Impact of goodwill on total assets. 
Range (%) N % sample analyzed Cumulative frequency 
0 – 10 71 53,38% 53,38% 
11 - 20 34 25,56% 78,95% 
21 - 30 12 9,02% 87,97% 
31 - 40 12 9,02% 96,99% 
41- 50 4 3,01% 100,00% 
Total 133 100,00% 
Table 5. Impact of goodwill on equity. 
Range (%) N % sample analyzed Comulative frequency 
0 - 20 48 36,09% 36,09% 
21 - 40 33 24,81% 60,90% 
41 - 60 18 13,53% 74,44% 
61 - 80 11 8,27% 82,71% 
81- 100 12 9,02% 91,73% 
Oltre 100 11 8,27% 100,00% 
Total 133 100,00% 
 
As can be seen 52 cases out of 133 have a weight on equity superior  to 41%.  
The results are presented in accordance with the research questions that were posed. 
4.2. Q1 – Evaluation of the disclosure index of goodwill of the 2010 consolidated financial statement of 
groups listed on the French, German, Spanish and Italian Stock Exchanges and belonging to the main indexes 
(CAC40, DAX30, FTSE100, IBEX35, S&PMIB40) 
The results of the disclosure index are reported below (Table 6). 
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Table 6. Disclosure index. 
Information Frequency % 
0 5 3,76% 
(1,2) 4 3,01% 
(3,4) 22 16,54% 
(5,6) 65 48,87% 
7 37 27,82% 
133 100,0% 
 
As Table 6 shows, we can state that 5 groups do not disclose anything about the impairment of goodwill, 
and only 27% of the groups report all the information required by IAS 36.  
 
4.3. (Q2) Information disclosed by the groups analysed in the notes of financial statements (e.g. if the groups 
changed the cash generating units in 2010, how the fair value is determined, etc.) 
Table 7, 8, 9, 10, 11, 12, 13, 14, 15, 16 report the detailed information required by IAS 36 of the sample 
analyzed also per country. 
Table 7. Information about Cash Generating Units and goodwill. 
Answer N % sample analyzed 
Yes 123 92,48% 
No 10 7,52% 
Total 133 100,00% 
Table 8. No information about CGU per countries. 
Country N % index 
France 3 7,69% 
Germany 3 10,71% 
Itally 1 2,56% 
Spain 3 8,57% 
Total 10 
Table 9. Indication about calculation method of Recoverable amount. 
Answer N % sample analyzed 
Yes 125 93,98% 
No 8 6,02% 
Total 133 100,00% 
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Table 10. No Indication about calculation method of Recoverable amount per countries. 
Country N % index 
France 1 2,56% 
Germany 2 7,41% 
Itally 0 0,00% 
Spain 5 17,86% 
Total 8 
Table 11. What is the calculation method of Recoverable amount? 
Answer N % sample analyzed 
Fair value and value in use 0 0,00% 
Only fair value 3 2,40% 
Only value in use 122 97,60% 
Total 125 100,00% 
Table 12. Value in use and typology of projection of the budgets/forecast. 
N % sample analyzed 
Unique for all CGU 87 85,29% 
Different for CGU 15 14,71% 
Total 102 100,00% 
Table 13. Discount rate used in calculating of the recoverable amount. 
N % sample analyzed 
Yes 115 94,26% 
No 7 5,74% 
Total 122 100,00% 
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Table 14. Amount of the discount rate. 
Amount (%) N % sample analyzed Comulative frequency 
1,00 - 3,00 0 0,00% 0,00% 
3,01 - 6,00 1 0,87% 0,87% 
6,01 - 9,00 54 46,96% 47,83% 
9,01 - 12,00 41 35,65% 83,48% 
12,01 - 15,00 16 13,91% 97,39% 
More 15 3 2,61% 100,00% 
Total 115 100,00% 





Table 16. Sensitivity analysis. 
Answer N % sample analyzed 
Yes 67 50,38% 
No 66 49,62% 
Total 133 100,00% 
5. Conclusion 
The findings provide evidence that the quality of disclosure  is very low with reference to the mandatory 
disclosure of IAS 36 – impairment of assets.  
We can state that only 27% of the sample analyzed report the mandatory disclosure of goodwill. Moreover, 
the results show that the information that is less disclosed is the analysis of sensitivity.  Besides, there are wide 
differences between the companies belonging to the different country analyzed. 
One question arises from the evidence: why do companies fail to report all the information in the financial 
statement notes and what are the consequences? Standard setters, practitioners and academics must deal with 
this topic. 
This research is the first step to further analysis with the objective of verifying the variables that influence  
the lack of mandatory disclosure. 
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